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TYear Ended December 31,

Dollars in miilions, except per share data 2001 \ 20009
Reponied Results™ ¥ \
Sales 'S 26506 | § 18878
Employee separation and plant phase-out E 36.1 ~‘ 28
QOperating income {loss) \[ ($7.1) ' 648
Net income (loss) | (46.1) 15.9
Capital expenditures } 802 | 62.7
Depreciation and amortization | 91.3 ‘ 57.4
Total debt {year end) i 445.1 f 682.2
Stockholders’ equity (year anc o ea| ews
Earnings {loss) per share : 3 {051 $ 0%
Weighted-sverage common shares used to :
compute diluted earnings per share lin mitiions) i §9.8 ’ 620
Prg Forma Resulis™ 1 [
Sales I8 — . $ 31397
Operating income J — ; 1155
Net income ! —-— r 52.4
Depreciation and amortization ’ — ‘{ 1016
Other data, approximate; ; “
Number of employees {year end) 3,000 J 9,000
Employee, management and hoard member stock ownership } 13% 1 1%
Stockholders {estimated at Decembar 31} i 20,000 20,600

) See Management's Analysis beginning on page 6 for
a description of the andited reported results and the
2000 pro forma results giving effect to the merger.

@ Both reported resuits and pro forma results include

special items, which are summarized in the table on page 10.

& 2000 represents eight months of Geon and four months of FolyOne.

| PolyOne Corporation




uring a recent visit with prospective institutional
sharcholders, I was asked what has pleased me
most since the formaton of PolyOne. I thought
carefully about my response before I realized that the
answer was evident.

Ultimately, I’ve been most gratified by the energy,
perseverance and thirst for success of PolyOne people.
Coming together as an integrated organization is
daunting enough — but in our case, integration has
been just one of many imperatives. From battling a
severe economic recession, to launching a ground-
breaking information technology system, to finalizing
plans for the upgrade and consolidation of our largest
business group, we are proving time and again that
PolyOne people can take on major tasks and succeed.
We’ve also shown that we can pull together in adversity
to emerge stronger. During 2001, we made significant
progress in a very tough year, with the overall goal of
positioning ourselves to deliver valne to all our partners:
our customers, our suppliers and our shareholders.

2000; LAYING A FIRN FOUNDATION

To understand how far we’ve come, compare the
PolyOne of a year ago with the PolyOne of today:

A year ago, onr valuc capture progvams totnled
$70 million. Today, we ave implementing more than
$200 million in annual income-isnproving opportunities
that we expect to capture in earnings by 2003. What a
journey this has been! When we announced the forma-
tion of PolyCne in May 2000, we established an annual
savings target of $50 million; now, we are projecting a
fourfold increase in that early cstimate.

More than merely hitting a bottom-line target, we are
making programmatic changes for the long term. Our
remarkable progress testifies to the inherent strength,
focus and discipline of PolyOne. Through creative cost
reduction initiatives, a sound integration strategy and
dedication to teamwork, we have come very far very

fast. We are shaping a solid foundation for success.

Thumas A Waltormm:

A year ago, we ran our business on 22 information
systems. Today, we are doing nearly $2 billion in snles on
o commion information technology platform that operates
in seven countries. One of our foremost initiatives in
2001 was the design and implementation of a single IT
system linking nearly all our businesses worldwide, We
dubbed this undertaking profectOne;, the name alone
speaks to the high priority we assigned it.

After launching projectOne late in 2000, we brought
our Plastic Compounds and Colors (PCC), Specialty
Resins, Elastomers and most of our European operations
onto the unified system, in record time and on budget.
In 2002, we’ll add our Formulators operations, the
Performance Additives part of our Elastomers group
and much of the remaining European business.

With this astounding success, we have the capability to
extend the benefits of business-to-business e-commerce
to our customers and suppliers, and to provide access to
a single source for most PolyOne products aind services.

Unquestionably, our proficiency differentiates us —
and the secret is out. In its ranking of the nation’s 500
companies with the most innovative IT departments,
the trade publication Information Week recognized
PolyOne as the leader in the chemical industry and
number 28 overall. We were the only chemical company
to receive Information Weel’s top-flight gold citation in
all four rating categories.

PolyOne Corporarion ]



If space allowed, I would list every member of the
projectOne team. This group has performed a near-miracle
— and, in so doing, has demonstrated the energy,
perseverance and drive to succeed that T mentioned carlier.

A year ngo, PolyOne’s North American manufacturing
structure was not competitive. Today, more than 35 sites
in several of our businesses are targeted, for improvements.
The major thrust is in our North American PCC
operatons, which we analyzed thoroughly, and where
we then committed $45 million to fﬁciﬁty upgrades
and expansion. In our three PCC product groups —
engineered materials, colorants and vinyl compounds
— we’ve designated 20 customer-focused Cenzers of
Manafacturing Excellence that we will create at existing
sites, where we will install new equipment and produc-
tion lines. Simultaneously, we will close roughly one-
third of our initial 34 North American PCC plants.
The hard work of implementing these changes has
begun, and we expect to complete nearly all of it by the
end of 2002. We anticipate approximately $50 million
in annualized pre-tax savings in our North American
PCC operations, beginning in 2003.

We also consolidated our Elastomers and Performance
Additives operations to better align our manufacturing
asstrs with the needs of a changing customer base. By
mid-2002, we will have ciosed three plants.

The asset reconfiguration, and other business
changes in Elastomers, are expected to yield annual
pre-tax savings of approximately $6 million. By elimi-
nating excess capacity and continuing to apply “lean”

manufacturing principles, we are increasing our

customer responsiveness, improving our financial
performance and positioning PolyOne to compete in
global markets.

We also took steps to streamline our Engincered
Films manufacturing function, a move that will produce
estimated annual pre-tax savings of approximately
$8.5 million. To date, we have closed one plant and
realigned the overhead structure at three other sites.
We are implementing additional options, including
product line reconfiguration and new product technol-
ogy for automotive and custom film applications. We
see excellent opportunities to employ our technology
for thermoplastic olefins and related alloys in both of
these markets.

A year agre, onr recordable injury rate already placed
s among the best in any manufactuving industry.
During 2001, we raised our performance to world-class
standards by cutting injuries nearly 30 percent. In the
midst of profound change, one thing never changes:
our vigilance on safety. Safety is at the top of our busi-
ness objectives. In fact, it was the first objective we
set for our peaple when we formed PolyOne.

Setting expectations of high standards for safety
is smart business. It is the best way 1o prove to our
people that they are important. Our people understand
that at PolyOne, safety is a requirement, not a luxury.
This is the best way I have found to energize people
with the habit of teamwork and discipline. This is
the foundation for creating a culture of quality and
customer responsiveness.

Paiy@nes new busmess mformatmn system Imks peopie amund the world

'At the start of 20[}2 the system compnsed
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Qur stance on safety has helped us build trust. Gur
people have responded with a willingness to change
and take on new challenges. It is more than coincidence
that everywhere we’ve reduced accidents and injuries,
we’ve seen concurrent gains in quality and productivity.

A year ago, our vision, strategy and cuiture were still
Sforming. Todny, our people, customers and suppliers are
beginning to see the Power of PolyOme. Those who
dismiss culture as feel-good fluff are just plain wrong.
We threw ourselves into the task of shaping a common
culture because it is the stuff of sustainable competitive
advantage.

The whole concept of PolyOne is based on sharing
knowledge globally. We will succeed in direct propor-
tion to our ability to:

o Solve a customer problem, then replicate the
solution anywhere in the worlkd

o Seamlessly serve the growing number of customers
who want us 1o supply the identical product the

world over
o Source material and services globally

o Create teams of diverse product specialists when
a customer need demands an unusual combination
of skills
All this teamwork starts with a common culture.
PolyOne’s culture is rooted in the core values of excel-
lence, integrity, innovation, teamwork and respect for
all. Our mission statement — We Help People Work
Wonders with Polymers, which we proudly display at all
our sites — is the driver. Our own people see it, believe
it and act on it, as shown by our progress in 2001.

| “;.Saummg_

OUR 2807 BUSINESS PERFORIIANCE

PolyOne’s markets and customers were severely chal-
lenged in 2001. Our overall shipments fell approximately
15 percent from 2000 pro forma levels™, and 2001
total revenues declined to 82.7 billion from 2009 pro
forma revenues of $3.1 billion. Most adversely affected
were our business units with exposure to the automo-
tive, industrial and telecommunications markets.
Reduced demand for certain building material applica-
tions and appliances also hurt our sales.

The performances of the joint ventures in our
Resin and Intermediates segment were hurt by voladility
in commodity prices for natural gas, polyvinyl chloride
{PVC) resin, chlorine and caustic soda. These factors
affected our OxyVinyls joint venture and SunBelt, 2
chior-atkali joint venture,

With a clear focus on short-term cost controls and
longer-term struciural improvements from strategic
initiatives, we walked the talk in responding to the soft
cconomy. The PolyOne team stepped up and reduced
discretionary spending by nearly $30 million from
2000 levels. Our aggressive but disciplined response
aliowed us to make a small profit in the second and
third quarters, even on depressed sales.

In our operating businesses (excluding the Resin
and Intermediates segment}, a 15 percent sales decline
normally would cost us approximately $135 million in
operating income — but, by responding with substan-
tial cost savings in Selling & Administration, material
sourcing and discretionary spending, we held the effect
of the sales decline to only $53 million {(compared with
2000 pro forma results). Despite the drop in operating

2 "Pyﬁr:&guﬁamlsjjmimduéé iG@vcbsﬁs:éqmpaqked with 2000
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income, we managed our cash flow and reduced our
short-term debt, lowering inventories and improving
reccivable collections. The result is that we generated
operating cash flow® for the year of approximately
$140 million.

OUR RALLYING CRY FOR 2002 FIRISH THE FIX, BEGIN T GROW
We entered 2002 assuming that the economy will
not rebound in the first half — but that during the year,

PolyOne certainly will. Our most urgent priority is to
implement the income improvements under way and
bring them o the bottom line. To make this happen,
our businesses must operate with excellence and we
must continue our tight controls on spending, We are
determined to achieve reasonable profitability even
during this economic slowdown.

Looking toward a second-half improvement, however
modest, we intend to capture more than our share of
the additional market opportunity®. Each of our busi-
nesses has targeted specific customers for 2002, We
will deliver on these plans. Compared with when we
launched PolyOne, we have better business systems and
practices; we are betier prepared to bring all of our
capabilities to our customers; and we are better posi-
tioned to execute our strategy globally.

As we leverage long-term structural changes — a
common IT system, improvements to our manufacturing
assets, a new organization for our Distribution group,
new sourcing and logistics processes — we will begin
to drive growth on the top line and the bottom line.

Sales growth will receive expanded focus in 2002
and the years ahead. Our solution selling program
is based on a recognition that, with the portfolio of
businesses we now have, we should be able to provide
unique product and service solutions to our customers.
This capability, a founding precept of PolyOne, should
contribute to business growth even in times of economic
distress. For these reasons, we have stepped up the
training of our sales organizations and developed
Web-based sales tools. We are committed to honing
our solution selling skills.

{1} Details of pre farma ¢can be found beginning on page 6.

(2} Bsfore receivable sales facility and spending for employee severance and plant phase-out.
{3} See forward-Leoking Statements, page 37.

18} Excluding 2001 spssial items, see page 10,

§  PolyOne Corporation

On another front, we are refocusing our research
and development efforts. In 2002, for example, we will
redeploy several million dollars from other programs 1o
develop new product technology and to upgrade our
technical resources at Avon Lake, Ohio, where we will
add new equipment. )

These investments are prompted by a recognition that |
innovation is the essential organic growth driver, and we '
need to quicken the pace at PolyOne. We are turning
our attention to developing new products, services and '
technologies, and to delivering them anywhere in the
world where our customers need our expertise.

As we continue 1o execute our strategic initiatives
and begin ro pursue a growth agenda, our stated goal
of $2.00 per share in earnings remains in our sight®.

This goal, which requires a pre-tax carnings
improvement of approximately $300 million® over
2001, is driven largely by the value caprure programs
we expect to realize, by sales growth initiatives and by
assumptions that business conditions and revenues will
recover as the economy recovers.

For PolyOne, 2001 was a year of learning, fighting
back and pragress. We responded with determination to
a weak economy and world events, while making great
progress in building a solid foundation for our new
Company. We are on a mission to prove that customers
can rely on us to help them succeed and that shareholders
can rely on us for consistent, profitable growth.

I thank you for your support, and I assure you
that, along with earning for you an attractive return
on your investment, we want to earn your continuing
confidence and trust.

S el

Thomas A. Waltermire
Chairman of the Board, President and Chief Executive Officer

March 28, 2002




‘Pnhjﬁne Gomwmﬂom (PolyOnc or Company) isa Icadmg global
polymcr servides company, wx:h wqudwu:le annual sales of
. appronmatclv $2 7 billion. Po!yOnc was formed an August 31,

2000 from the consohdauon of Thc ‘Geon (‘ompany (Gcon)

and MA Hanm Company (Hanna)

' Thc PolyOnc consohdauon was accountcd for asa

‘purchasc busmcss combmauon, with’ Gcon as the acqmrmg
entity. Aa.ordmglv, PolyOnc s rcportcd rcsults undcr genet-
aily acc:cptcd accountmg prmcxpks (GAAP) for the ycar ended
December 31, 2000 ‘reflect the opcmng resutits of Gcon for

c1ght months 1 nor‘to the consohdauon and of Paly()nc for
four months (whzch mdudc the opcratmg reﬂults of Hanna O

from the datc of consolxdanou) ‘ ; S
In the commcntarv thar follOWS pfo forma
m,uits will also be prov;dcd bccaucc of the szgmﬁcam and per-

vaswc xmpect of thc mcrgcz' on comparauvc data. The pro forma -
- operating | rcsuits assumc that t:hc consohdauon of Geon and

‘Hannia occurred prior 1o thc penods prcsemcd Furthcr, thc pro

' forma operating results assume that Hanna's sale ¢ of us Cad:ﬂar ‘

. - Plastic. busmcss rccogmzcd in ‘the sccond and lhxrd quarters of

20(?0 as- wcﬂ .as Geon’s 1999 trmsactions w:th Oscxdentai }

'Chcmlcal Corporauon (OWChcm) and: thc acquxsmon of

Lok Suihvan Corporamm (O Sulhvan) occurrcd pnor to'the
pcnods prcscntcd The: pro forma cpcratmg rcsults do not .

. md.udc ‘any fnire proﬁt xmprovcmcnts ;and cost savmgs or a&so

clated costs; mdudmg restmcmrmg costs expcctcd to. rcsult-
from the conunumg mtcgrataon of Gcon and ‘Hanna. 'Ihc pm :
forma opcratmg rcsults are ptovxdtd for. ﬂustrauvc purposes i
only, and may not ncccssarﬂy mdlc.atc the opcratmg rcsulns Lhat'»'

: smuid have occurrcd or future opcraung rcsults of PolyOnc

Thc most sagmﬁcant forces zmpactmg PoiyOnc 8

- ‘operamlg resuks in- 2001 were' thc rec&esmn of the YU S. ccono»

my and thc rcstruccunng and mtcgrauon of PoiyOnc s operd-
nons to unprovc customer” scmm. and product quahty and 1o
low cr opcraung costs. Thc slowdown of the U.s: cconomy '
commcmcd in the second half of 2000 and advanced o2
recession in 2001, ‘which was. thc first U, S. tcccssmn smcc. :

1990 1991 The economic rcccss:on agmﬁcamly rcduccd cus-

tomer salés dcmand asid rcsvlted in iowcr salcs and camzngs in’
PoiyOnc s cquxty investments in the polyvmyl chlondc (PVC)

resin and chlor-alkah mdusmcs Pamaﬂy oﬂ'scmng ‘the negative

cconmmc forccs were PolvOnc 5 xmuatwes o mtcgratc and -

vestriicture its opcrauons followmg thc consohdauon and for-

vmaucm of Po!yOnc in 2000 Thc unp]cmcntauon of a substanual ‘

.- portion of the rcstructunng mmauvcs announccd m 2001 will
» conu.nuc through 2002

| titled “Summarv of: Spcua} Items,”
i income tax. rite in ZOGI was’ ?5 7% comparcd vmh 39 1% i n
B 2000 Tht Iowcr cffccuvc mcomc ax ratc rcﬂeus prmqpﬂ.ﬁy thﬂ .
1 cffc,.r of permancm dzﬁ'cretig
‘ .onprc taxiosscs R

Pm mea Resuhs Total sa!cs for 2001 wcrc $2 7 bdhon a
‘decrcasc of $485.1 mﬂhon or. 1‘3%, from pro{ forma rcsuks for ‘
2000, Dcc.rrasc m customcr sales dcmand in 2001 mﬂcctcd thcv

2®m RESULTS @F OG’ERATUUNS

‘-Hepmﬂedj Resuﬂﬂs Totai salcs for 2001 were’ $2 7 billion, an

increase’ of $766 8 mﬂhon from 2000 ’ This increase is' due 10
only four momhs of formcr Hanna opcra ‘ 'ons bcmg mcludcd in

the 2000 reportcd sales. Ycar 2001 sales werc bclow 2000 on a

comparablc basxs, scc thc pro forma commcntary that follows

Opcratmg carmngs for 2001 vw:rc 2 )oss of. 817 1 'mil-

_ hon comparcd with income of $64:8 mxlhon in 2000 Operat-,,

ing income beforc special i itehs;, dcprccnauou and amortization

{OIB%DA) was sus 8 m;ugon‘compmd with $138.9 million.
“in 2000 The: dccrcas i 2001 OIBSIDA is due pmnanly toan

cammgs decrease of 540 § xmlhon from the R:sm and Intcm3cd1- :

1 at:s (R&I): segmcm eqmtv afﬁhatc ; which v.as pamally ofts:t
+ bya fuB year's mcluswn ot Lhc formcr Hanna opcrmons

l‘hc net less ia 2001 was 346 1 zmlhon Bctorc spe-
cial items, the. icm was $10. 2 inillion comparcd wnh mcom\r of -

i3 325 6 million in 200{) bcforc .epgu1al items. Thc 2001 spcczal‘ '
- itemis relase pn.man.{y o rcsm cturmg mmauvcs ( sex Lhc tab}c*

pagc 10) The ctfcctwc -

such as non dcducnbtc goodmll

substantial wcakr:xmg of thc North' Amcncan cconomy acrass
alt busmcss scgmcnls Paruculariy xmpacr.mg PolyOnc were the'

. mdusma! automotive, clcctmruc and s somc constmcuon markcrs :
‘ .Automonvc producuon was down 10% (dom ' 4
were even ucakcr) n 2001 comparcd th.h 2000. ‘Industrtai PrO-c
duction fell 4.3% in 2001 Lomparcd wn.h .Lhc prior year. Average

ic produccrs B

us. mdusmai capacm' utilization in 2001 tcll to 77%; five pcr- -

: ‘ccm:agc pomts bc}ow 2000 and rcachcd thc lowest lcvcl smcc s
171983 inthe fom'th qwtt:r of 2001 M;magcmcnt csumatcs that E
‘ ‘opcraung income in 200). was down apprommatcly $135 million

Casa dzrcct rcsu!t of the sa.lcs volumc dcclmc ﬁ-om 2000 ' ’

'I‘hcopcmmglo&;xnz()ﬂl was$171 nuﬂxon 'I'hc2()01

: ‘OIBSIDA of §125 8 mxﬂmn was $1 04. 2 mﬂhon bclow the pnor
‘year. “The decrease i m 2901 OIBSIDA was dnven by lower sa.lcs ‘
‘volumcs (approxtmatck} $I 35 nnlhon) Across a.ll busmcss scgmcnts

and weaker results in thc R&I equity ea.rmngs, partially offset by
cost reduction mmauves assoqatcd thh the merger integration.

| and announucd rcsmzctunng prograrm (csnmat:d at appromnatcly
1969 mxt[xon) ‘The 2001 net loss bcfore spcaal items was $IO 2 mil-
' hon, §58.7 million bclow 2000 nct mcomc bd’orc spccml 1Lcms
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Eﬂasﬂomen amﬁ (F’en‘mzmame Mmewes salcs in 2001

Ulwere $402 6 mxlhon, a dccrcasc of 379 6’ mdlmn, or 17% from _

pro forma 2000. The d;c;cgsc_m 2001 sales was drx_vcn ‘pnmanlyv

by reduced domestic demaind from producers ‘of automotive -

N parts, w}uch unpacttd both the clastomers and additives markcts
Of thc 17% year-0 ver-ycar change, 2% was due’ to rcduccd

- tolling of rubber compounds for tires, and the remaining 15% -
‘»\was due pnmanly to lower volimes rclattd to the automouvc -

' +and industrial markcts Moreover, ‘the i unpau of lowcr automo-

o tive: productxon was cmccrbat:d by Poly()nc s rc!anvclv su'ong‘ ‘
'-;"f‘markct share with Pord Gcncml Motors and Da:mlchhrvslcr, el
L whu.h coﬂccuvdy losL markct sharc in d\e North Amcncan"
a markcthOOl ‘ T e : :
[T OIBbIDA in ;2001 s was $26 8 mdhon, 2 d:dmc of 1
S $18.‘ mﬂhon comparcd thh pm fortna 2000, Co\sa:savmg -

tatives,’ mcludmg the “lean” manufacturmg mmamc rcduccd

1 costs; but were not sufﬁczent to affset thc advcrsc earmngs

‘ mpact ﬁ-om the sales volumc dcclmcs prevmusly notcd Dumg
‘ »2001 two mmufacturmg planrs were clmcd i thxs scgment

\’orzh Amcnca and from’ passmg lower matcnai costs £0' cus-:

‘ ‘ tomcn ’Thc Mcmcan opcrauons sales, which app oxrmatc 99(,‘2“- g

o of thxs scgmcm, xncmascd m 2@01 by 2% comp:m:d wxrh 2000
OiBSIDA in 2001 'ms 525

$12.1 mxﬂlon from pro forma 2000. Thc ‘dedrease | in cammgs e
“was drm:n by lower salcs vo!umes and margm crosson, mclud-‘ ‘

"+ ing, losses’ atmbutcd to the sa!e of non- pnmc mvcmone%
($1 3 mﬂhcn) L ’ '

] past opcrauons v»cre a'loss’ of $12 6 mutfion i in 2001, ora .

‘dccrcasc i cammg;s of $40. 5 zmﬂmn from 2000 “The 2001
. cqmry cammgs bcforc a charge for cmp{cwcc scvcramc and Tiabili-

= © tes assoaated thh thc tcmporary xdhng of a plant of $4.3 mil-
- ‘hon were $34.1 million bclow 2000 levels for Oxy Vxnyis Ly

(Ovymels) and $9.4 xmlhon bclow 2000 chcls for SunBelt

B Chlor-Alkah Parmcrshxp (SunBclt) The dccrcascs in cqum»

earmngs wcrc dnvcn by lower averagc mdustry PVC resin and
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In millions, excepr per share data

Year Ended December 31,

008 2000 1899
Sales | 526546 $1,887.8 $1,2612
Operating costs and expenses: i ;
Cost of sales - 22230 1,598.8 1,028.9
Selling and administrative 3042 | 1915 97.4
Bepreciation and amortization N3 | 57.4 444
Employee separation and plant phase-out k3 28 05
Merger and integration costs 59 > 95 —
Loss (income) from equity affiliates and minority interest 112 ‘ {37.0) 9.7}
2677 | 18230 11615
Operating income (loss} : (37.9} ‘ 64.8 99.7
Interest expense A (' K] (36.7) (17.7)
interest income | 23 16 21
Other expense, net “ (158) ! {3.6) (3.6)
Gain on formation of joint ventures, net of farmation costs : e T — 935
Income {loss) before income taxes and cumulative effect
of a change in accounting for start-up costs ' 71 26.1 174.0
Income tax {expense) benefit ’ %56 {10.2) (62.8)
income {loss) before cumulative effect of a change in accounting 1 {£5.1) 1 15.9 106.2
Cumulative effect of a change in accounting f — — (1.5)
Netincome {loss) s @6 $ 159 $ 1047
Earnings (loss} per common share: | ;
Basic earnings {loss) per share before effect 1
of a change in accounting “ $ {050 $ 026 $ 228
Cumulative effect of a change in accounting ‘ — — 0.03)
Basic earnings (loss) per share i 8 (051 $ 028 $ 225
Diluted earnings (loss) per share before effect , !
of a change in accounting § {65%) | $ 02 $ 218
Cumulative effect of & change in accounting \ —_i — {0.03)
Diluted earnings (loss) per share 1§ (051) | $ 026 $ 215
Weighted-average shares used to compute earnings per share: i
Basic g8 61.4 466
Diluted i 898 | §2.0 486

See Notes to Consolidated Financial Statements.
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MANAGEMENT’S ANALYSIS

At December 31, 2001, PolyOne had total share-
holders’ equity of $713.4 million.

ASSETS

Total assets were $2.061 billion at December 31, 2001, a
decrease of $369.4 million from December 31, 2000. The
decrease was driven by a decrease of $153.2 million in trade
receivables before the receivables sale facility and inventories
and an increase of $117.5 million in PolyOne’s utilization of
the receivables sale facility. Further, restructuring initiatives in
2001 reduced property by $33.4 million and the investment in
equity affiliates by $18.9 million.

LIABILITIES AND EQUITY

At December 31, 2001, short-term bank debt was $14.7 mil-
lion compared with $249.1 million at December 31, 2000.
Long-term debt was $431.4 million at December 31, 2001,
compared with $433.1 million at December 31, 2000. The
public debt was rated investment grade as of December 31,
2001, by Moody’s Investors Service, Standard & Poor’s and
Fitch Ratings.

In October 2001, PolyOne’s $100 million, 364-day
revolving credit facility expired. In November 2001, PolyOne
amended its five-year revolving credit facility to reduce the
existing facility from $200 million to $150 million, shorten the
maturity date to October 2004 and modify existing financial
ratios to be maintained. There were no borrowings under this
facility at December 31, 2001.

In September 2000, PolyOne’s Board of Directors
authorized the purchase of up to 9.6 million, or approximately
10 percent, of PolyOne’s outstanding shares of common stock.
Through December 31, 2000, PolyOne repurchased 2.6 million
shares at an average cost of $7.15 per share. No common stock
was repurchased in 2001. Also, PolyOne returned $22.9 million
to its shareholders in the form of cash dividends in 2001.

ACCOUNTING POLICIES AND ESTIMATES

Note B of the Consolidated Financial Statements contains a
summary of PolyOne’s accounting policies and commentary on
the nature of estimates made in the preparation of the financial
statements. Following is a description of important manage-
ment judgments relating to the PolyOne 2001 Consolidated
Financial Statements.

Environmental Accrued Liability PolyOne has accrued
$56.2 million to cover future environmental remediation expen-
ditures, and believes none of these matters, either individually or
in the aggregate, will have a material adverse effect on its capital
expenditures, earnings, cash flow or liquidity. The accrual repre-
sents PolyOne’s best estimate of the remaining remediation
costs based upon information and technology currently avail-
able. For additional discussion, refer to Note N to the Consoli-
dated Financial Statements.

Restructuring Costs PolyOne has announced plans to
close 11 manufacturing plants in 2002. As of December 31,
2001, an accrued liability of $37.7 million existed for future
employee severance and plant closing costs. In addition, at the
end of 2001, the net property carrying value to be realized for
the plants closed or to be closed was $35 million (some assets
will be transferred to other locations as production ceases).

Equity lnvestment In December 2001, OxyVinyls (of
which PolyOne owns 24%) announced the temporary closing of
its Deer Park, Texas, chlor-alkali plant due to low industry
capacity utilization and low product market selling prices. As of
December 31, 2001, OxyVinyls had accrued $13.8 million for
future employee severance and liabilities associated with the
temporary idling of a plant. The plant had a net property carry-
ing value by OxyVinyls at the end of 2001 of approximately
$139 million, which is anticipated to be realized through future
operations upon the restart of the plant.

Goodwill As of December 31, 2001, PolyOne’s
recorded goodwill totaled $476.3 million. PolyOne had not
completed its assessment of any potential impairment under the
new provisions of Statement of Financial Accounting Standards
(SFAS) No. 142, “Goodwill and Other Intangible Assets,”
which is effective in 2002, as further explained in Note B to the
Consolidated Financial Statements.

Deferred Tax Benefit for Operating Lass Carryforwards
As of December 31, 2001, PolyOne had a net deferred tax lia-
bility of $23.0 million, which included a deferred tax asset of
$82.3 million for operating loss carryforwards for tax purposes.
The operating loss carryforwards are expected to be utilized
against future earnings, thereby reducing taxes that would
otherwise be paid. See the discussion in Note P to the Consoli-
dated Financial Statements.

PolyOne Corporation 1]




In millions, except per share data

December 31,

I 2001 2000
Assels
Current assets
Cash and cash equivalents {8 182 $ 379
Trade accounts receivabie {less allowance of $3.5 in 2001 and $9.8 in 2000) 135.6 3304
Other receivahles 1.4 171
Inventories 255.3 3371
Deferred income tax assets 486 539
Other current assets ! 16.5 20,3
Total curvent assets J 485.5 7965
Property, net ' 68315 703.8
Investment in equity affilistes 2878 316
Goodwill and other intangible assets, net 532.3 5403
Other non-current assets §6.8 784
Total assets | 82,081.2 $2,4306
Liabilities and shareholders’ equity
Current liabilities
Short-term bank debt $ 147 $ 2491
Accounts payable, including amounts payable to related party (see Note N) 3118 3194
Accrued expenses 163.4 175.7
Current pertion of long-term debt 45 26
Total current liabilities 500.1 746.8
Long-term debt 4268 | 4305
Deferred income tax liabilities 645 132.8
Post-retirement benefits other than pensions 925.2 1289
Other non-currentliabilities, including pensiens 2148 149.0
Minority interest in consolidated subsidiaries 15.7 140
Total liabilities 13478 1,603.0
Shareholders’ equity
Preferred stock, 40.0 shares authorized, no shares issued _ - -
Common stock, $0.01 pay, authorized 400.0 shares, issued 122.2in 2001 and 2000 : 1.2 1.2
Additional paid-in capital 1,072.7 1,057.6
Retained earnings 160.3 1693
Common stock held in treasury, 31.2 shares in 2001 and 28.3 shares in 2000 (350.1) {321.9)
Share ownership trust {5.3) {25.5)
Accumaulated other non-owner equity changes {105.4) {53.1)
Total sharehotders’ equity 7134 8276
Total liabilities and shareholders’ equity | 82,081.2 $2,430.6
|

See Notes o Consolidated Pinancial Statements.
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Year Ended Decerber 31,

In millions

[oz000 2600 1899
Operating activities ‘
Netincome (loss} L8 (et 8158 $1047
Adjustments te reconcile netincome {loss) to netcash ; ‘:

provided by operating activities: % :

Employee separation and plant phase-out charges X A 28 05

Cash payments on employee separation and plant phase-out (3.8 | {5.0) —

Depreciation and amortization R 514 444

Investment writedown o ) — —

Gain on formation of joint ventures, net of formation costs : —_— —_— {93.5)
Companies carried at equity and minority interest; :

{Income) loss I I (31.0) 8.7

Dividends received D ¥ A 270 46

Provision {benefit) for deferred income taxes Coo(280 83 60.4
Changes in assets and liabilities: : ‘

Operating working capital: ‘

Trade accounts receivable R 0.0 31y

Inventories ¥ A 99 (23.9)

Accounts payable ‘ {4.8) {19.2) 364

Realization of retained working capital of

caontributed PVC business . - — 516

Accrued expenses and other P Iy L {56.2} {39.8)

Het cash provided by operatiag activities P37 639 114.6
lavesting activities ! ;

Capital expenditures P2 627 {80.1)

Return of cash by linvestment in) equity affiliates i 1.7 53 (16.1)

Proceeds from sale of assets 48 442 —

Business acquisitions, net of cash acquired : —_ {24) (233.5)
Cash received in connection with consolidation of | :

M.A. Hanna Company, net of transaction costs paid ! — 281 —_
Net cash received in connection with OxyVinyls formation ‘ - — 86.1
Other L8 19 -
Mot cash provided (used) by operating and investing activities ‘ %38 843 {(129.0)
Financing activities i
Change in short-term debt {233.2) 87 167.5
Netissuance {repayment) of long-term debt ‘ {0.8) ! {72.9) 2.0
Termination of interest rate swap agreements ; 43 — —
Net proceeds from issuance of common stock : e 06 11
Repurchase of common stock - (187 —
Dividends bRy {14.9} (11.8)
et cash provided {used) by financing activities {2525} . {87.2) 164.8
Effect of exchange rate changes on cash : {2.9) {0.4) 10
lmcrease (decreass) in cash and cash equivelents e (13.3) 36.8
Cash and cash equivalents at beginning of year : s | 51.2 144
Cash and cesh squivalents st end of year Cs 182 i $379 $ 51.2

See Notes to Consolidated Financial Statements.
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In millions, sxcept per share data; Consmon Common Accumulated
shares in thowsands Shares Additional Stock Share Other Non-
Comsison Held in Common Puid-in Retained Held in Ownership  Owner Eguity
Shares Treasesry Toral Stock Capital Earnings  Treasury Trust Changes
Balance December 37, 1938 21974 4622 4.1 $28 $ 2851 3754 ${115.1) $ — $ (85.1)
Non-owner equity changes:
Net income 104.7 1047
Translation adjustment 79 79
Adjustment of minimum
pension liability 16 18
Total non-owner equity changes 120.2
Stock-based compensation and i}
exercise of options {371 122 1.2 106 04
Cash dividends ($0.25 per share) {11.8) {11.8)
Balance December 31, 1939 27,974 4,245 3347 28 2973 168.3 {104.5) — {29.2)
Non-owner equity changes:
Net income 158 15.9
Translation adjustment 4.7 4.7}
Adjustment of minimum
pension fiability (199 (19.2)
Total non-owner equity changes 8.6}
Two-for-one stock split 21979 3654 28 (2.8)
Reductionin par value from $0.10
per share to $0.01 per share 5.1} 5.1
Shares issued in business
combination merger £6,234 18,405 536.7 07 7813 {215.6) (29.7)
Formation of share ownership trust {560} 134 (13.4)
Stock-based compensation and
benefits and exercise of options 5 {90) 2.2) {7.5) 35 18
Purchase of shares for treasury 2,600 {181 {18.7)
Adjustment to market value {15.8) 158
Cash dividends {$0.25 per share) {14.9) {14.9)
Balance December 29, 2000 122,192 28,315 8216 1.2 1,057.6 1698.3 {321.9) (25.5) {53.1)
MNon-ewner equity changes:
Net (loss) (46.1) {46.1)
Translation adjustment {10.8) (10.0}
Adjustment of minimum
pension liability (38.9 {38.9)
Net unrealized loss on securities o5 {0.5)
Total non-owner equity changes {95.5)
Stock-based compensation and
benefits and exercise of options 2,860 42 {0.8) {28.2) 316 {2.9)
Adjustment to market value 15.9 {15.9)
Cash dividends ($0.25 per share} (22.9} {22.9)
Balance December 39, 2001 122,192 nNAB $T13.8 $12 $1,072.7 $100.3 $(350.9) $ 5.3} ${105.4}

See Notes to Consolidated Financial Statements.
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a N@T!E A DSSCRHPTIOM OF BiﬂsBNESS

PolyOnc Corporauon (PolyOnc or Company) Ls 4
‘ lcadmg global po!ymcr services company thh opcrauons in
t:hcrmoplasnc compounds spccxalty polymcr tormulanons engi- .

“neered ﬁlms golor and additive systcms, elastomer compounds .

. and addmves and xhcrmoplasUc résin dxsmbunon PolvOnc

‘was formcd on Aug,ust 31, 2000 as a result of thc Loxxsolxdaum“ |

N of Thc Lxcon Company (Gcon) and MA. Hanna Company
o 3(Hanna) (scc Note, C). The rcported ﬁnanaal opcratmg rcsuhs'
. :md assets and lmbdmcs priof- to Au.guSt 31 2000 are Lhosc of
‘ onlv the form r‘Gvcon b’ Siness : :

-ance Plasncs Elzstomcm and I’crfonmancc Add.r.twcs Distri-
‘bunon and Rcs'm and- Intcrmedxac::s Scc Nou: R for ﬁxrthcx ‘
bmformauon on the' Oompmy s: busmcss scgmoms

CUHOTEB. summﬂv o smwmmm accw&mm POLICIES
'xc Conqohdatcd‘

‘ _‘Lcnmsohaﬂaﬁuom mmb Basus o? Pmsenﬂaﬂmm',
'-leaanqai FSca‘t monts mdudc th: accoums of Lhc Company anci' .
‘ its sub‘udma ;'A]l ma;ontv owned afﬁharcs over vhlch lhej :
Company has contnol are. consohdaced Invcetmcnts in aﬁﬂzatcs
- _and joint vcnmres in wiuch the Companv $ owmmmp is 50 per-
. cent or. lcss or 'mwh:ch Lhc Companv docs ot havc control“
“but has: the ‘abifity to c\:crcxse gmﬁcam mﬂucncc over operat-
ing and ﬁnz.ncml poh«_lcs arc accotmtcd for undcr t.hc cqux .
“mcthod Intcr-rompan; transacnons aee clzmmatc = :

S Th: Compa.ny docs not havc off balancc sheet spc o
'czal-purpo:sc entities. PoiyOm: s accoums rcccwablc sa[e iaahty ]
s disdlosed in Note
: '_'-balancc shcct" Thc ‘ nanual opcra ioris and posmon of Poi" :
One’s unconsohdatcd aFﬁharcs are dwc.ioscd m Notc E: Transac-»

| tons thh rclatcd parties (mdudmg joint vcnturcs) are in the |

o ondmarv oourse ot busmcss and are atan. arm s lcngth basm

: Casth amﬂ Easfm Emmava?emﬂs The Comp:my consxdcrs ali hxghly 2
‘ ‘;hqmd mw:stmcms purchascd mth a mamntv of lcs than thrcc"'v
: months to bc cash cqmvalcms. Cash- cquwaicnts arc statcd at "
.cost w“}uch appronmatcs faxr valuc ’ ’ A

" Concemm%mns of Crodit- Rask Fmancasl merumcnrs that potcn-‘
_ually sub;cct the Companv to crcdlt nsk are. tradc accounts.{
'rcccxvablc and forclgn cuhangc coutracts Conccntmuon of
credlt risk mth rcspcct to trade accoums rcccxvablc lS lumtcd B

duc to &16 la.rgc numbcr of customcrs compnsmg thc Compa ar

‘ ny’s customcr base and theu' dlsmbuuon among many d1ﬂ’crcnt
mdusmcs and gcographlc locauons Thz C ompany is expo d

‘-ﬂnvemwues Invcnroncs arc _tatcd at tho
'Appfoxxmatcly 44% of thc Company s m‘cntones at Dcccmbcr
31,2001, had been valucd by the last-__
% »cost mcthod Inventoncs not valued" by thc LII'O method
Cané vziucd pn.napaﬂy by Lhc ﬁrst’m, ﬁmt -out (FIFO) or average

: "cost mcthod ' '

,‘pnm:spally usmg rhc straxght- e
“usefl fife of the assets; which rangcs from threc 15 yeats for
:jmach.mcry and cqulpmcnt ‘and up to 40 ycars for buxldmgs ‘ ‘
. lComputcr softwarc is amortnzcd o\}cr pcnods not cxcccdmg: -
10 years. Pnopcrty, planz and cqu
E csatcd on acccloratcd paeth

;and its u‘npa.ct has bccn mﬁcmcd onthe |
&E ‘mcnt is: compictcd Measurcmcm of i unpanrmc

ik 1dmscoumcd cash flows,. asset. appraxsals o _markct valucs of .
similar assets; and is chargcd to eXpeise. in the pcnod 1dcnt1ﬁcd ‘

10 CICdlt nsk thh rcspcct o forward forexgn cxchangc contracts,

in the event of non-peribrmam; by thc countcrparncs to thése’

lﬁnancza) mstrumcms Managcmcnt bclxcvcs t.he nsk of incurring

ma tcna.l losscs rclatmg to th)s credxz nsk xs rcmotc

!owor of cost or markct

first-out (LIFO) "

i o o ”"Pm{perw and; Baprecumwn Propcrty, plan and cqmpmcnt are
PoivOnc s, opc ‘uons are locatcd pnmaniy m thc‘- '

3 Umtcd Smcs Europc, Canada, Mexico and Asia/Pacific in four |
3 busmm scgmcms The business segiments consist of Perform- - |

' "mcocdcd at cmt et of dcprccxmon and: amortization computed

_cthod over- the csnmatcd'

Nt are; gcnerally depre- .
'V"‘.comc tax’purposce chaxr -

and mamtenancc costs arc cxpcnscd as ir

:ﬁwcﬂwuw armﬂ @thm Bnﬂangnwe ﬁ\ssexs The excess of thc pur- o
: chasc pnce paxd over thc fasr v:h.xc of thc nct asscts of busx- )
1 nesses. acqmrcd pnor to July: 2001 was rccordcd as goodwxll»‘f
'and amomzcd ona st.raxght hﬁc basxs'over 3 life of 35 ycars SR
B '.Goodwx.ll”and ot’ncr iong iwcci assets are cvxcwcd for impair: '
ment: Dunng the pmods prcsv:mcd whcn mdxcators of impair- " 3
mcm exist and’ when unchscounttd cash ﬁows are not sufficient

zo recover thc assats carrvmg amount ‘ar i analyexs of unpau-"‘

At Dcccmbcr 31, 2001 and 2000 goodwxﬂ totalcd $476 3 mxl :

Hhon and $470. S mllhon net of accumulatcd amortwauon of e
8290 rmlllon a.nd $14 8 mxlhon rcspcctxvcly :

Othcr xmangnblc asscts mcludc values asslgned to -

' tcchnologv and rclatcd patents; customcr hsts worid'orcc and i
Jong: tcrm sales' contracts of busmc:sscs acqu
315 2001 and 2000 othcr mtangiblc assets’ totalcd $61 0 mil-
“hon and $69 7 mdhon nct of accumu]arcd amoruzauon of
l$13 5 mllhon and $3. 7 nulhon rcspcnuvely These assets ‘are

' bcmg amomzcd over pcnods mngmg from four to 20 ycars on . -

i cd At Deccmbv:r

a strmght lmc bas;s

L PolyOne ;‘C'qi"péyja'tié‘r.)_ .

- R Dcprccgauon of Pfopcrty, plant ti d tqmpmcm Was"“_ S
536?' 3 mﬂhon in ’9001 $4a 9 mﬂhcm m 2000 and $40 6: mlﬂlcm”
. ‘m 1999 P »,

i Vbascd upou: S




: nitial goadwill unpaxrmcntasscssm {m o e
vadop'_ o anci' niaal i

ree intangible was tax; bem:ﬁtc, i 2()0 | 'I‘h ‘
_Compmy agsessing whcthcr ]

| option of SEAS No 133
": '(‘_havc a mat:nal cﬁ'cct on thc Cornpan} cﬂmlgs,
S tion or cash ﬂcrws n ﬁscal 2001 '

: , ¢ Company rccagmzcs
pom f passzgc of txdc vwhxd ‘on




”'.an ] polluuon in ongomg opcratxom Costs assoualcd wmh the .

- : costs whic wcrc $18.8 mmiltion in 2001, $21 4 mﬂhomm 2()00 :

L pcnod Asscts and habthc.s of forclgn subadmncc and equity .

v »Shmpmg amﬂ Mandﬁm@ Cosﬁs Slnppmg and handlmg costs arc
‘ rcﬂcctcd in cost of sales ‘

Equaw Aﬁuﬂmtes Thc Company rccogmzcs ‘irs propomomtc
" shate-of the. jcomc of equity afﬁhatcs Imscs of cqmt} aﬁ]hatcs-» ’
' arc recogmzed to the cttent of the Company § mvcstmcnt -
. advances ﬁnanc:al guarantccs and othcr comrmmlems o provxdc'
{ ﬁnancxal support to the invesrec. Ay losses i in cxccss of thlb are
. d:fcm:d and rediice thc a.mount of futue: cammgs of thc cqmty
:“' vcstcc rccogmzed by the Ccmpany At Dcccmbcr 31 2001 and :
' 2000 thcrc were ng deferred losscs rclatcd to cq:.utv m\cstccs

L Thc.Company assesses mvcstmcnts m Cquxt} afﬁh
. ates undcr Accounung Pnnc;plcs Board (APB) Opuuon No. 18 ;
> "“Thc Eqmty Method of Auounnng for Invcsuncnts in (‘om- B

- mon Stoﬁ
- mvcsunents tbat experience. dcchnes ;udgcd o e othcr than ‘
N tcmporary See Note: E for ﬁm:hcr mformanon on Lhc Companv 5
cqwty afhharcs ‘ ’

: Eﬂwwunmemal Custs Thc Company e:.pcnscs, ona. cumm hasrs ‘
' i assocmttd wuh mamgmg hazardous substanccs N

. rc:ni ‘dxanon cf cm'lmnmcntal comammauon are accrucd whcn "
. ilt bec 'rncs probablc that 2 habmty has beciz mcum:d a.n.d thc
- Compinys proporuonatc sharc of thc amoum can bc rcason» :
) abiymuma:cd ‘ R

o Resemch am? Deveﬁupmem &'xpewse Rcscarch and dcvdopmcnt:_

md S 18.5 mﬂhon in 1999 are chargcd to cxpcnsc as mcun-cd

Uwcoma 'ﬂ'axes ‘Dcfzcrrcd l:ax Ixabxlmcs and assets arc dctcrmmed‘ '
bascd on the- dszercnccs bctwcca Lhc findicial repomng and tax.
: basts of asscts a 1d habzhncs and are mcasurcd using. the eridc tcd -
'»:tax rate and [aws that are currcmlv in cﬁcct '

E [Fomugn ﬁmmncv Tmuos!aﬂm«m Rcvcnucs and cxpcnscs are trms
'Iatcd at avcragc currcncv cxchangc rates cﬁccnvc durmg th¢ a1

investees arc ’tnmslatcd usmg the exchange rate at the énd- of "
"~ the pcnod Thc Company 5 share of the rcsulung translanon B
ad;ustmcnt is recordcd as accumulated othcr non-owner- cqmty g
changcs Thc cumulauvc unrcaogmzed r_ranslauon ad}ustmcnt

.. doss was. $42 xmlhon $32. 5 mxlhon and $27.8" million at"‘
» ‘ Dccemhcr 31 2001 2000 and 1999 rcspccuvcly Gams and -
iossg:s ;csulrmg from ‘fovmlgn cqrrcncy transa_cnops, the amoums ‘
. of which were not material, are inclgdéc_i in pc‘t» income.

 and rccogm;'cs meau'mcm losscs in. Lhc valuc of i

i stpcsa! ‘of Long vacd Asscts

i Marﬂ(e&awe Secwmes Marketable stcunucs barc clas51ﬁcd as
: avaulablc for salc and recordcd at currcnt market valuc ‘Net
‘unrcahzcd gams and losses.on markctablc securities avadablc for

saic arc crcdxtcd or chargcd as accumularcd othcr non owncr”

cqw.ty changcs Thc cumulauvc unrcahzed Ioss at Dcccmbcr 31
: '2001 was $0 5 mﬁhon :

" . $Rock Ouyﬂmms Th: Company accounts for stocl\ opuons in
“accordzncc with. APB Opxmon No. 25 “Accounnng for Stock
| Issucd 1o Emplovccs ’

¥

%ange unAccommmg Meﬁhad In }anuary 1999 ihe Company o

e American Insutut: of Certificd Pubhc Accountams‘

'S Starcmcnt of Position (SOP} 98 5, “chortmg on’ !;hc Costs of 7
Start-up Acnvms, whi¢

j vrcqturcs that all pre- opcratmg costs &
be cxpcnscd as incurred. Adopnon of thxs Stammcm resukcd in

i3 one- nmc chargc of 324 rmlhon £ $1 5 rmlhon net ot mcomc‘ ‘
| tax bcncﬁt), and was rcportcd as# cumul:mvc cffcct of 3 changc L
clin accounnng prmaptc in 1999 cammgs

":E\?aw Accwmmg Pmmwmemam vIn August 2001 thc FASB'

; vucd SFAQ No. 144 “Accounrmg
whxch addrcsscs ﬁnanuaz‘

ummg and rcportmg for the unp irment’ ot dasposal of

"",long_hwcd assets. SFAb No 144 supcrscdcs SFAS No. 121 ‘
. “.Accounung ibr r_hc Impzurmmt of Long Lm:d Asscts and for o

vcd Asscts to Be. stpmed Of i and thc accountmg aud

‘ ;",rcpomng provx&ons of APB Opmxon.No 30 : R:pomng thc‘
N Rcsuits cf Opcratzon .R::portmg thc Eﬂ'ccts of quyosal of 4
| chmcnt ofa Busmcss, and Bxiraordmary, bnusual and Infre:
: ‘-qucndy Ocummg Evcnts and Transacuons SFAS No. 144 st
B cffccuvc for ﬁscal ycars bcgummg a&cr Dcccmbcr 15 2001
Thc Company cxpcets to adopr SFAS No 144 as.of Janua:y l :
‘ v 2002 and does not anucxpatc that the- Statemcnt wzil have 2 s;g _.
o »mﬁcant nnpact on thc Company’s ﬁnancml posmon a.nd rcsuits“
of opcr.mons ‘ .

Use of Es&umme :'The prcparatxon’ of Consohdatcd Fmammi’
"“Statcmcnts in conforrmlv wuh gcncrallv acccpted accountmg ‘
‘ pmcxplcs rcqulrcs managcmcnt to-make cxtensive use of certain
estithates and‘assumpuom that aH'tcL the reportcd amounts of
assets and’ habdmcs and dxsclosure of connngcm asscts and ha-'
‘bnlmcs at the: datc of the Consohdatcd I’mancxal Statcmcnts as’
'wcl! as-the rcportcd amounm of rcvcnucs and expcnscs durmg
the rcportcd pcnods Slgmﬁcant csumatcs in these Consohdatcd
" Financial Stalcmcnts mdude rcstructurmg and othcr non-recur-
rmg (crcchts) chargcs purchasc accountmg rcscrvcs, allowanccs '
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L WOTE @ EMPLOYEE smamwm anp Pmm PHASE aw

oy Dunng 2001 subscqucnt to th e
o Onc and rclattd to thc mtcgranen acuvx csv_ tk
incarred vanous cmploycc scparauon a.nd piant phase ou

e _"l‘hcsc costs mdudcd scvrrancc cmploycc outpiaccmcm, cxtcr-:- ‘
’nal consultmg, Icasc tcrmmaucm, f*mhtv closmg and. the wntc?
-down of the - carrymg vaiuc of plants and cqmpmcnt Thcsc 2

; cmptoyce 9cparauon and plant phas' out <osts hawc bcen»‘, 1 :rm.nufactutmg ncstrucmnng announccdmNc?w mbcr 2001

ion of‘Poly--v.‘
hc Company

costs, ‘ cmploycc scparauon consxstcd of scvcrancc and othcr rclatcd"“- -

Thc costs mcludcd 321 0 m:lh ‘n for cmploycc scparauon :
$2 1 mdhon}fo ‘cash plant dosmg and 81 'mﬂhon for thc‘;. e
wmcdown thc carrymg valuc of plam an cquxpmcnt Thc

‘cmploycc bcneﬁt‘; and mcludcs thc pro;cctcd tcrmmauon of o

-‘.appm fmatc[y 400 cmployccs Appromlatciy 300 cmpioyccs S
"?rcmam to be tcrmmath %) 2002 i assocmuqh wuh the. vmyL R

accrucd and rccogmzcd as cxpcnsc i thc Consohdatcd Statc-‘_ . :

2

B mcnts oi Incomc In addmon

) } ;’ cfforts and programs to updace hcfth :\mcncan manufa’ ’unng

thc Qompany mcurrcd ‘othcr b

“ ion. ($22.0 mllmn a&cr tax) for costs assoaatcd thh megtandn

I g;xz@gw‘a@wm@m S

- Beiaﬂce atﬁecemberSi 1999
72000¢;harrges BTN
o ;Unhzed i 2009

Baiance atDecemherm 2300"

| ‘«:__"Baiance atDecemberBl 20%01_*,'3*-

- and retamcd Wod\mg mplml Of$62 (] mllllon, !CSS $27 0 rm_ﬂjoﬂ e
e paxd bv PoiyOnc to OxvChcm for thc putchasc of thc acqulrcd‘_:, ‘

"U‘sharc of OX} ‘myls’ mcrcmcnta.l ﬁnancmg

The agrtc'_
o] -'havmg thc nght to re.ncw for 1wo ﬁ‘c ycar opnon pcnods Thc‘ j B

nzs havc an nmm.l term Of 15 Yfars Wlth Po!yonc'f‘.“":‘ o
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Netmcomeﬂoss)

‘ Current sse’es 5

Nonwurrent assets
Tata! assets '




% ,mm i msms Asnmamzms

In Octobcr 2001 thc Company s’SlOO mxlhon

L %64: d:xy rcvolvmg crcdxt facxhty cxpmcd In Novcmbcr 2001, the g
| : - T, hc r

Company amcndcd its five-year rcvolvmg crcdn c1ht
2 Novcmbtr 2001 amcndmcm rcduccd thc cnsung dsty from :
‘$200 mﬁhon © 5150 rmlhon, shcrtcncd the | matunty dat" to"'

Octobtr 2004 and mod:.ﬁcd C'usung fmancnal rauos to be mam- :

- tained. The’ amcndcd agrccmcnt prov:dcs for mrc st ratcs to bc 5
‘dctcrmmcd "Lhc tme of boxmwmg based on a choice of For-,:-,'
‘ mulas spcc:ﬁed in thc agrccmcm Thcrc were: no'. borrowmgs g
H undcr dus agrccmcm at: chcmbcr %l 2001 , “;"‘ et

Gy rcqmrc swnlar scruuty for the outstandmg. pubhc d”‘”
rcstncm}ns wcrc in cﬂcct as of Dcccmbcr 3 1, 200i ‘

L Thc Companv feases: ccnam m:mufactumg facd& _
o ticS, warchqusc space, machmcry and’ cqmpmcnt, Aummohﬂcs
‘*.and raxﬁxars'unci:r ‘mcraung leases. Rent’ c*cpcmc amomltcd £

) $25 7 mdhon in 2001 $21 3 mzmon in 200’0 and 520 9 rmlhon )

. 11999,

Tbc ﬁmm: mmxmum leasc paymcnts u.ndcr nomcan» ‘

' celablc opcraung leases with m_ma[ icasc fermas
. year at. Dcccmbcr 31, 2001 are a8 ﬁ)ﬁows 200
- 2003 $13 I mdhon, 2004~ $? 8 mﬂimn 2009 54 9 rmlhon,
2006-53 mxﬂlon, and thcrca&cr Sa 1 million ‘

NOWE E

I8 sccumwanon, ;_hc Oompany rctams scrv;cv ‘
s Thc Company ‘recgives an ammal scmcmg fcc approximating - :
a ,%ol‘ 1% of the' outstandmg baiancc.
 from. thc sokl accounts rcccwabic thé coﬂcc ions arg rcmvcstcd{"' .
o m ntw‘accaunts z\ccc ’abic m: thc buycrs ami a yxcid bascd on‘

ot 9 | f"'mmmes

" v!z mrlls«ms

sm oF m:caums aEc' ABE.E

PolyOne paruapar&s 12 bzmk pr_"gram o prowde' ‘
hqundxty through Lhc sale of accounts rccmvablc at a cost sxmﬂar3 ‘

to. mmmcrual papct In 2001 thc Lompany amcndcd an'
‘ agrcemmt w1th 4 bank to 'sell. an undmdcd mtcrcst in’ ccnam '
: ‘tradc accorunts rcccxvablc undcr wiuah, on'an ongomg “Basis, a -
"-maxxmum of $2300 m:ihon ($100 0 _mﬂhon in 2000) <an be f
a.'.sold from a écsagnatcd pool subjcct to v'mt"d recourse. In ths_ ‘

: rcspomnbdmcs

Paymcnts re collected -

‘fBuycr» havc couec' on nghts to recovcr pavmcnts f'rom thci _
"‘mccwab es m the desxgnatcd pooi Saics of accounts rcccwablc .

_'_ 0th§r cxpcnsc net in tbc Consohda'cd Statcments of Incomc v -_: e _ o

Decombir 31,
2001

, 2000

' :At FFQ or avemge cnst, w%mch SRR
sppmxnmaaes cunent costs" : T BT
' ﬁmshed products and iy pro»cess $‘ﬂ5@8 o ‘SZDM":
o f Raw mateﬁais and supp&es o ‘M? 8 1598

‘ Resewe ] reduce certam mventones

thFOcostbasss B (‘BGA‘E)’

o 52553

'13337;1' B

o App oumatcly 44% oE the Companv s mvcntory
hnd bcen valued by thc LIFO ‘method. at Deccmbcr 31 2001

I and 4%% at Dcccmbcr 31, 2000
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The combined projected benefit obligation (PBO)
included the PBO of unfunded plans of $34.3 million at
December 31, 2001, and $31.3 million at December 31, 2000.
The accumulated benefit obligation (ABO) of these unfunded
plans was $32.6 million at December 31, 2001, and $28.8 mil-
lion at December 31, 2000. The remaining PBO relates to the
Company’s funded pension plans, including the acquired
Hanna and O’Sullivan plans. At December 31, 2001, the Com-
pany had six plans with a PBO and an ABO in excess of the
related plan assets. These included the Company’s salaried and
wage plans, twio plans acquired with O’Sullivan and two plans
acquired with Hanna. For these plans, at December 31, 2001,
the PBO was $401.6 million, the ABO was $371.9 million and
the fair value of plan assets was $301.7 million.

For measurement purposes, the Company assumed
an average annual rate of increase in the per capita cost of health
care benefits (health care cost trend rates) of 8.5% for 2002,
declining gradually to 5.5% in 2008 and thereafter. A change in
the assumed health care cost trend rates of 1% in each year
would increase or decrease the benefit obligation as of Decem-
ber 31, 2001, by approximately $13.6 million, and the aggre-
gate of the service and interest cost components of net periodic
post-retirement benefit cost for 2001 by $1.0 million.

The Company sponsors three voluntary retirement
savings plans (RSP). Under provisions of these plans, eligible
employees can receive Company matching contributions on up

to the first 6% of their eligible earnings. In addition, the Com-

pany may make discretionary profit-sharing contributions to
these plans for eligible employees. The Company made no such
contribution in 2001 or 2000, and $2.2 million was contributed
in 1999. Also, the Company continues to sponsor defined-
retirement contribution plans for certain employees, which pro-
vide for Company contributions of a specified percentage of
each employee’s compensation. Following are the Company
contributions to the RSP:

In millions 2001 2000 1999
Retirement savings match 389 $92 $7186
Profit sharing — — 22
Defined-retirement benefit 67 14 —

$15.6 $106 398

NOTE . COMMITMENTS AND RELATED-PARTY INFORMATION

Environmental The Company has been notified by federal and
state environmental agencies and by private parties that it may
be a potentially responsible party (PRP) in connection with several
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environmental sites. While government agencies frequently
claiim PRPs are jointly and severally liable at these sites, in the
Company’s experience, interim and final allocation of liability
costs are generally made based on the relative contribution of
waste. The Company believes that its potential continuing lia-
bility with respect to such sites will not have a material adverse
effect on the consolidated financial position, results of opera-
tions or cash flows of the Company. In addition, the Company
initiates corrective and preventive environmental projects of its
own to ensure safe and lawful activities at its operations. The
Company believes that compliance with current governmental
regulations at all levels will not have a material adverse effect on
its financial condition. Based on estimates prepared by the
Company’s environmental engineers and consultants, the Com-
pany, at December 31, 2001, had accruals totaling $56.2 mil-
lion to cover probable future environmental expenditures relat-
ing to previously contaminated sites. The accrual represents the
Company’s best estimate for the remaining remediation costs,
based upon information and technology currently available.
Depending upon the results of future testing and the ultimate
remediation alternatives undertaken at these sites, the probable
range of costs to be incurred could be more or less than the
accrual at December 31, 2001, by as much as $19.5 million and
$19.9 million, respectively. The Company’s estimate of the
liability may be revised as new regulations, technologies or addi-
tional information is obtained. Environmental expense incurred
was $3.9 million in 2001, $2.2 million in 2000 and $1.7 mil-
lion in 1999.

Guarantees In connection with the formation of OxyVinyls, the
Company has guaranteed $42.3 million of OxyVinyls’ borrow-
ings from Occidental Petroleum Corporation. This guarantee
terminates on the later of April 30, 2002, or when OxyVinyls
attains a defined amount of cumulative earnings before income
taxes, depreciation and amortization. The Company also has
guaranteed $97.5 million of SunBelt’s outstanding senior
secured notes, maturing in 2017.

Related-Party Transactions The Company purchases a substantial
portion of its PVC resin and all of its VCM raw materials under
the terms of supply agreements with OxyVinyls. The agreements
have an initial term of 15 years, with PolyOne having the right
to renew for two five-year option periods. The Company also has
entered into various service agreements with OxyVinyls. Net
amounts owed to OxyVinyls, primarily for raw material purchases,
totaled $14.2 million at December 31, 2001, and $16.1 million
at December 31, 2000. The Company’s purchases of raw materials
from OxyVinyls totaled approximately $184 million during
2001 and $297 million during 2000.
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THOMAS A. WALTERVHRE, 52
Chairman of the Board, President
and Chief Executive Officer

JAMES K. BAKER, 70
Retired Chairman and
Chief Executive Officer,
Arvin Industries, Inc. -
an auto parts supplier
Committees: 4%, 2

J. DOUGLAS CAMPBELL, 60
Retired President and

Chief Executive Dfficer,

Arcadian Corporation — a chemicals
and fentilizer manufacturer
Committees: 1,4

DR. CAROL A, CARTWRIGHT, 60
President, Kent State University -

3 public higher education institution
Committees: 4, 5

GALE DUFF-BLOOM, 62

Retired President, Company
Communications and Corparate
Image, J. C. Perney Company, Inc. -
3 major retailer

Committees: 2*, 5

WAYNE R. EMERY, 65

Retired President and

Chief Operating Officer,

Team Division, Cleveland Cavaliers -
a professional basketball team
Committees: 2, 3

ROBERT A. GARDA, 63
Executive-in-Besidence,

The Fuqua Schoo! of Business,
Duke University - a private higher
education institution

Commitiees: 1,4

GORDON D. HARNETT, 53
Chairman, President and

Chief Executive Officer,

Brush Engineered Materials Inc. -
a supplier and produer of
engineered materials
Committees: 1°, 3

DAVID H. HOAG, 62

Retired Chairman, LTV Carporation -
a steel manufaciurer

Committees: 2, 5°

O. LARRY MUORE, 68

Retired President and

Chief Operating Officer,
Honeywell, Inc. — a manufacturer
of control systems for home,
industry and aviation
Commitiees: 1,3°

FARAH M. WALTERS, 57

President and Chief Executive Officer,
University Hospitals Health System
and University Hospitals of Cleveland -
a health care provider

Committees: 2,3

COMMITTEES:

PSS I L BN

Audit

Compsnsation

Environmaetmal, Health and Safety

Financial Pylicy
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Denotes Chairpersen
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